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Abstract
By using static and dynamic panel data techniques, this paper 
analyses the impact of economic, structural, institutional and 
social factors on tax revenue, across 34 countries from the Or-
ganisation for Economic Co-operation and Development, over 
the period 2001-2011. The results show that gross domestic 
product per capita, the industrial sector, and civil liberties have 
positive impact on the dependent variable, while the agricul-
tural sector and the share of foreign direct investment in gross 
À[HGFDSLWDOIRUPDWLRQKDYHQHJDWLYHLPSDFW7KHODJJHGYDOXH
of the dependent variable enters positively in the equation and 
its effect is larger in high income countries. We also encounter 
WD[HIIRUWDQGWD[JDSDQGÀQGWKDWWKH\DUHVWDEOHRYHUWLPHEXW
diverse across countries regardless the level of development of 
the economies.    
Keywords: panel data, tax revenue, tax gap, OECD
&ODVVLÀFDWLRQ-(/++&
  
Gerardo Ángeles Castro
Instituto Politécnico Nacional
gangeles@ipn.mx
Diana Berenice Ramírez 
Camarillo
Instituto Politécnico Nacional
dramirezc1006@alumno.ipn.mx
Gerardo Ángeles Castro y Diana Berenice Ramírez Camarillo
36 Contaduría y Administración 59 (3), julio-septiembre 2014: 35-59
'HWHUPLQDQWHVGHLQJUHVRÀVFDOHQSDtVHVGHOD2(&'HQHOSHULRGR
Resumen
Mediante el uso de técnicas de datos de panel dinámicos y estáticos, este trabajo analiza 
el impacto de los factores económicos, estructurales, institucionales y sociales en los in-
JUHVRVÀVFDOHVDWUDYpVGHSDtVHVGHOD2UJDQL]DFLyQSDUDOD&RRSHUDFLyQ(FRQyPLFD
\HO'HVDUUROORHQHOSHULRGR/RVUHVXOWDGRVPXHVWUDQTXHHOSURGXFWRLQWHUQR
bruto per cápita, el sector industrial y las libertades civiles tienen un impacto positivo sobre 
ODYDULDEOHGHSHQGLHQWHPLHQWUDVTXHHOVHFWRUDJUtFROD\ODSDUWLFLSDFLyQGHODLQYHUVLyQ
H[WUDQMHUDGLUHFWDHQODIRUPDFLyQEUXWDGHFDSLWDOÀMRWLHQHQXQLPSDFWRQHJDWLYR(OYDORU
rezagado de la variable dependiente entra positivamente en la ecuación y su efecto es ma-
\RUHQORVSDtVHVGHDOWRVLQJUHVRV7DPELpQVHHVWLPDHOHVIXHU]RÀVFDO\ODEUHFKDÀVFDO\
VHHQFXHQWUDTXHVRQHVWDEOHVHQHOWLHPSRSHURGLYHUVRVHQWUHORVSDtVHVLQGHSHQGLHQWH-
PHQWHGHOQLYHOGHGHVDUUROORGHODVHFRQRPtDV
3DODEUDVFODYHV'DWRVGHSDQHOLQJUHVRÀVFDOEUHFKDÀVFDO2&'(
&ODVVLÀFDWLRQ-(/++&
Introduction
The difference in tax revenues across countries have been a topic of widespread 
debate in the relevant literature. The main factors that have been found, as the 
cause of variations in tax pressure are, the level of development, which is usu-
ally represented by the gross domestic product (GDP) per capita (Gupta, 2007; 
Pessino and Fenochietto, 2010), the productive specialization, or the structure of 
the economy, that can be explored through the sectoral composition of the GDP 
(Piancastelli, 2001; Karagöz, 2013;), external factors such as the level of foreign 
direct investment (FDI) and trade (Cassou, 1997; Gupta, 2007; Bird et al., 2008). 
2WKHUIDFWRUVFRPSULVHOHYHORISXEOLFGHEW7HHUDDQG+XGVRQDQGSXEOLF
SROLFLHVLQFOXGLQJH[FKDQJHUDWHFRQWURORILQÁDWLRQDQGÀQDQFLDOSROLFLHV7DQ]L
*RYHUQPHQWHIÀFLHQF\DQGLQVWLWXWLRQDOIDFWRUVOLNHSROLWLFDOVWDELOLW\YRLFH
and accountability and civil and political rights are also considered determinants 
of tax revenue (Bird et al., 2008; Martin-Mayoral and Uribe, 2010). Some studies 
have explored the effect of social variables such as the educational level, measured 
by public expenditure on education or illiteracy rate (Pessino and Fenochietto, 
2010; Piancastelli, 2001) and population growth (Bahl and Wallace, 2005).
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The methodology to analyse the determinants of tax revenue across countries has 
been diverse. For instance, some authors have applied dynamic general equilib-
rium models (Feltenstein and Cyan, 2012), while others have conducted diverse 
HFRQRPHWULFWHFKQLTXHV2QHRIWKHÀUVWSDSHUVWRVWXG\LQWHUQDWLRQDOWD[UDWLRV
WKURXJK WKH XVH RI HFRQRPHWULFV HPSOR\HG FURVVVHFWLRQ PHWKRGV /RW] DQG
Morss, 1967). Pessino and Fenochietto (2010) developed a panel version of a sto-
chastic tax frontier model. Other panel data studies (Gupta, 2007; Martin-Mayoral 
DQG8ULEHIRFXVHGRQVWDWLFÀ[HGDQGUDQGRPHIIHFWPRGHOVDQGG\QDPLF
panel data techniques that use the generalized method of moments (GMM). It is 
worth noting that the previous dynamic studies have neglected to incorporate in the 
DQDO\VLVUHÁHFWLRQVDERXWWKHHIIHFWRIODJJHGYDOXHVRIWKHWD[UHYHQXHYDULDEOH
   
6WXGLHV OLNH WKRVH E\ 7HHUD DQG +XGVRQ  DQG 3HVVLQR DQG )HQRFKLHWWR
(2010), already quoted, incorporated large samples from low, middle-income and 
KLJKLQFRPHFRXQWULHV+RZHYHU LWZDVIRXQGWKDW WKHUHVXOWVKDYH ORZOHYHORI
VLJQLÀFDQFHZKHQWKHZKROHSDQHOLVHPSOR\HG,QWKLVVHQVHWKHUHVXOWVLPSURYHG
when the sample is similar in terms of geographical location or income level.   
  
In this paper, we study the effect of economic, structural (productive specialisa-
tion), social and institutional factors on tax revenue through static and dynamic 
panel data techniques and we also comment on the role of lagged values of the de-
pendent variable. The sample includes 34 countries from the Organisation for Eco-
nomic Co-operation and Development (OECD) over the period 2001-2011. This 
sample comprises middle-income and high-income countries and therefore pro-
vides homogeneity to a certain extent. Nevertheless, after conducting aggregated 
regressions we also split the sample in middle and high income countries, in order 
to explore whether two more homogeneous samples can have different results than 
the aggregated sample, and also to analyse whether determinants of tax revenue 
in middle income countries can be different than those on high income countries.   
   
Both tax gap and tax effort are calculated so as to analyse how they evolve across 
countries and over time.
The structure of the paper is as follows. Section 2 shows the features of the tax 
revenue variable along the sample and presents the explanatory variables included 
in the model. Section 3 explains the econometric methods conducted in the study. 
6HFWLRQSURYLGHVWKHUHVXOWVIURPWKHPRVWFRQVLVWHQWVSHFLÀFDWLRQDQGFDOFXODWHV
the tax gap and tax effort by country. Finally section 5 gives the conclusions.
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'HVFULSWLRQRIH[SODQDWRU\YDULDEOHVDQGWKHHYROXWLRQRIWD[UHYHQXH
)ROORZLQJSUHYLHZVZRUNLQWKHÀHOGLQWKLVSDSHUZHLQFRUSRUDWHIRXUVHWVRIIDF-
tors (economic, productive specialisation or structural, social and institutional), as 
determinants of tax revenue. The economic factors involve the GDP per capita ex-
pressed in constant United States (US) dollars with year 2000 as the reference year, 
this variable also represents the level of development of a country, trade volume 
measured as the sum of exports and imports of goods and services as a percentage 
RI*'3DQGIRUHLJQGLUHFWLQYHVWPHQWUHODWLYHWRJURVVÀ[HGFDSLWDOIRUPDWLRQ7KH
productive specialisation factors include two variables the agriculture value added 
as a percentage of GDP and the industry value added as a percentage of GDP. 
The social factors comprise three variables, gross tertiary school enrolment, life 
expectancy and child mortality rate. The source is World Development Indicators 
:RUOG%DQN7KHLQVWLWXWLRQDOIDFWRUVDUHFRPSRVHGRIWZRLQGLFDWRUVSROL-
tical rights that essentially measures the level of democracy; and civil liberties that 
considers freedom of expression, assembly and thought, and legal security; both 
are measured on a one-to-seven scale, with one representing the highest degree of 
IUHHGRPDQGVHYHQWKHORZHVW7KHVRXUFHLV)UHHGRP+RXVH
     
Our dependent variable is total tax revenue as a percentage of GDP, and it is ob-
tained from the OECD (2013). Table 1 presents in column 1 the tax revenue of 
WKHFRXQWULHVLQGHVFHQGLQJRUGHU,WLVSRVVLEOHWRREVHUYHWKDWWKHKLJKHVWÀJXUHV
DERYHDUHLQ1RUGLFFRXQWULHV'HQPDUN6ZHGHQ1RUZD\DQG)LQODQGDQG
Western European countries (Belgium, Italy, France and Austria). On the other 
KDQG WKH ORZHVWÀJXUHVEHORQJ WRPLGGOHLQFRPHFRXQWULHV 0H[LFR&KLOHDQG
7XUNH\$VLDQFRXQWULHV.RUHDDQG-DSDQEHVLGHV8QLWHG6WDWHVDQG$XVWUDOLD
In average the tax revenue in the OECD is 33.77. Column 2 shows the variation 
LQGHVFHQGLQJRUGHUEHWZHHQWKHÀUVWDQGODVWREVHUYDWLRQDYDLODEOHLQWKHGDWDVHW
Middle-income countries (Estonia, Mexico and Chile) and Korea have increased 
more their potential to collect taxes, but the increase is not substantially high. It is 
LQWHUHVWLQJWRQRWHWKDWFRXQWULHVWKDWKDGDOUHDG\ORZOHYHOVRIWD[UHYHQXHOLNH
6ORYDN5HSXEOLF$XVWUDOLD&DQDGDDQG8QLWHG6WDWHVKDYHDOVRH[SHULPHQWHGWKH
most drastic fall of the indicator over the period analysed. Sweden had the biggest 
reduction but still remain with high levels of tax revenue.  
 
Only 11 out of 34 countries increased tax revenue over the period, in average the 
OECD club reduced 1.10 points its potential to collect taxes. This reduction can 
be the result of the 2009 international economic crisis and therefore, the countries 
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WKDWKDYHSRVLWLYHÀJXUHVDUHWKHHFRQRPLHVZKLFKKDYHKDGWKHDELOLW\WRUHFRYHU
faster their capacity to collect taxes after the crisis.        
7DEOH
7D[UHYHQXHLQ2(&'FRXQWULHV
Source: OECD, 2013
1RWH7KHGLIIHUHQFHLVREWDLQHGIURPWKHÀUVWDQGODVWREVHUYDWLRQDYDLODEOHLQWKHGDWDVHWIRUYHU\
country.
Rank &RXQWU\ 7D[UHYHQXH &RXQWU\ 'LIIHUHQFHLQWD[
UHYHQXH
1 'HQPDUN 47.60 Korea 2.87
2 Sweden 45.52 Estonia 2.25
3 Belgium 43.51 Mexico 1.73
4 Italy 42.92 Chile 1.70
5 Norway 42.90 Germany 0.98
6 France 42.86 Italy 0.93
7 Finland 42.49 Netherlands 0.56
8 Austria 42.01 Israel 0.56
9 Netherlands 38.74 Norway 0.38
10 +XQJDU\ 37.91 -DSDQ 0.37
11 Slovenia 37.49 France 0.18
12 /X[HPEXUJ 37.13 &]HFK5HSXEOLF -0.35
13 Germany 36.05 'HQPDUN -0.38
14 Iceland 35.22 United Kingdom -0.60
15 United Kingdom 34.86 Poland -0.85
16 &]HFK5HSXEOLF 34.18 Belgium -0.89
17 Estonia 34.17 Switzerland -1.05
18 Israel 32.43 7XUNH\ -1.13
19 Spain 32.26 Finland -1.17
20 Poland 31.71 Slovenia -1.21
21 New Zealand 31.53 New Zealand -1.33
22 Portugal 31.26 Ireland -1.46
23 Canada 31.03 Greece -1.67
24 Greece 30.88 Spain -2.19
25 6ORYDN5HSXEOLF 28.33 +XQJDU\ -2.32
26 Switzerland 28.05 Portugal -2.50
27 Ireland 27.64 /X[HPEXUJ -2.62
28 -DSDQ 27.63 Austria -3.17
29 7XUNH\ 25.72 Israel -3.67
30 Australia 25.63 United States -3.75
31 Korea 25.06 Canada -3.84
32 United States 24.85 Australia -3.99
33 Chile 19.64 6ORYDN5HSXEOLF -4.34
34 Mexico 18.85 Sweden -5.38
Average 33.77 -1.10
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7KHHFRQRPHWULFDSSURDFK
Original model
7KHÀUVWPRGHODSSOLHGLVDJHQHUDOUHJUHVVLRQHTXDWLRQDVIROORZV
             
                                                (1)
where TAXREV or the dependent variable Y is tax revenue, X is a vector of eco-
nomic, productive specialisation, social and institutional factors,  is a vector of 
FRHIÀFLHQWV WR HVWLPDWH  DUH WKH XQREVHUYDEOH LQGLYLGXDO HIIHFWV VSHFLÀF IRU 
every country. The error term   is assumed to satisfy white-noise assumptions, that 
is independently and identically distributed with zero mean, constant variance V2 
and serially uncorrelated, which is denoted  . The parameter  
OHWVWKHLQWHUFHSWYDU\IRUHDFKFRXQWU\DQGFDSWXUHVFRXQWU\VSHFLÀFGLIIHUHQFHV
DQGÀQDOO\WKHVXEVFULSWVi and t indicate country and year respectively.                 
Preliminary effect of explanatory variables
As for the explanatory variables, GDP per capita (GDPpc) is expected to have 
positive sing because as a country expands the level of development, the formal 
VHFWRURIWKHHFRQRP\LQFUHDVHVLQUHODWLYHWHUPV7UDGHYROXPH75$*'3FDQ
have a positive effect due to the taxes applied on imports; in addition, as trade 
expands, the formalisation and the competitiveness of the economy increases and 
therefore, there are more possibilities to collect taxes; on the other hand, an open 
economy reduces tariffs and trade barriers and this fact can have negative effects 
on tax collection (Baunsgaard and Keen, 2010). Foreign direct investment relative 
WRJURVVÀ[HGFDSLWDOIRUPDWLRQ)',*)&)LVH[SHFWHGWRKDYHQHJDWLYHHIIHFW
VLQFHFRXQWULHVFDQFUHDWHÀVFDOLQFHQWLYHVLQRUGHUWRFDSWXUHPRUHÁRZVRIIRUHLJQ
investment (Cassou, 1997; UNCTAD, 2000; Martin-Mayoral and Uribe, 2010); 
IURPDQRWKHUSHUVSHFWLYHWKLVYDULDEOHFDQKDYHSRVLWLYHHIIHFWVDVWKHÁRZRI)',
boosts competitiveness and the formalisation of the economy (Gugler and Brunner, 
2007). The variable on specialisation in agriculture as a percentage of the economy 
$*5*'3LVH[SHFWHGWRKDYHQHJDWLYHVLJQEHFDXVHWKHHFRQRPLFDFWLYLWLHVLQ
WKLVVHFWRUDUHPRUHGLIÀFXOWWRWD[HVSHFLDOO\LQPLGGOHLQFRPHFRXQWULHVZKHUH
production tends to be organized on a small-scale basis. In contrast, specialisation 
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LQLQGXVWU\DVDSHUFHQWDJHRIWKHHFRQRP\,1'*'3FDQKDYHSRVLWLYHHIIHFWV
on taxation as industrial enterprises are typically easier to tax and manufacturing 
can generate larger taxable than agriculture (Eltony, 2002). 
7KHFLYLOOLEHUWLHV&,9/,%DQGSROLWLFDOULJKWV32/5,*LQGLFDWRUVDUHH[SHF-
ted to have positive effect on tax revenue1 because in countries with high level of 
democracy and liberties, the taxpayers can have better perception of their govern-
ments and therefore, have more willingness in relation to tax regulations, in other 
words more compliance and less tax evasion. In addition, political stability and 
VRFLDOFRQÀGHQFHIRVWHUDEHWWHUHQYLURQPHQWIRUWKHRSHUDWLRQRIWKHHFRQRP\DQG
the creation of businesses. 
+LJKHU OHYHO RI HGXFDWLRQ LQ D FRXQWU\ FUHDWHV IXUWKHU VSHFLDOLVDWLRQ DQG KHQFH
more sophisticated production methods or economic activities that can increase tax 
revenue. Moreover, a consolidated educational system fosters social commitment, 
ZKLFKOHDGVWRPRUHFRQVFLRXVQHVVLQWKHSRSXODWLRQDERXWWKHEHQHÀWVRIWD[HV
Consequently, we should expect a positive relationship between tax revenue and 
WKHSUR[\RIHGXFDWLRQ6&+7(57KHRWKHUWZRVRFLDOYDULDEOHVOLIHH[SHFWDQ-
F\/,)((;3DQGLQIDQWPRUWDOLW\UDWHV,1)025DUHDOVRH[SHFWHGWRKDYHD
positive relationship with the tax variable, since they are associated with levels of 
development and social security. Furthermore, people with higher levels of social 
VHFXULW\DQGPRUHDFFHVVWRPHGLFDOVHUYLFHVDUHOLNHO\WRUDLVHWKHLUSURGXFWLYLW\
DQGHFRQRPLFDFWLYLW\$QRSSRVLWHUHÁH[LRQLVWKDWOLIHH[SHFWDQF\FDQKDYHDQ
adverse effect, because the higher the population average age, the higher the pro-
portion of retired people and hence, there is a lower proportion of the population 
paying taxes (Svejnar 2002).
The lagged dependent variable can have two main interpretations. i) A positive 
sign indicates a Keynesian approach in which high levels of tax collection en-
courage public expenditure and economic growth and further tax revenue, but the 
effect reverses when the tax collection is low. ii) A negative sign indicates a neo-
classical approach in which high levels of tax collection discourage the economic 
activity and eventually reduce tax revenue; that is, low tax rates are associated to a 
EHWWHUSHUIRUPDQFHRIWKHHFRQRP\&RROH\DQG2KDQLQ$FRHIÀFLHQWFORVH
to one, is evidence that the dependent variable changes slower and is less vulner-
1In this case a positive effect is represented by a negative sign because low levels of the indicators are associated 
with high levels of democracy and liberties. 
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able to variations in the explanatory variables, but depends more on the lagged 
dependent variable (Ángeles-Castro, 2006).      
 
Dimension of the panel
The dataset is an unbalanced panel data, consisting of 34 countries and 11 time 
observations between 2001 and 2011. In the panel the number of time periods 
available may vary from country to country, but the number of variables included 
in each year is the same. In total there are 273 observations in the panel.    
Static methods
7KHHVWLPDWLRQVVWDUWZLWKWKHVWDQGDUGRUGLQDU\OHDVWVTXDUHVPHWKRG2/6SRRO-
ing or combining all the observations, and assuming that  The output ob-
WDLQHGIURPWKH2/6VSHFLÀFDWLRQLVSUHVHQWHGLQWDEOHFROXPQ,WVKRXOGEH
DGGHGWKHWUDGLWLRQDO2/6DSSURDFKKDVWZRPDMRUGUDZEDFNV,WDVVXPHVWKDWWKH
intercept value of the countries is the same and it does not control for country-spe-
FLÀFIDFWRUV6RDVWRWHVWZKHWKHUWKHVHDUHLPSODXVLEOHFKDUDFWHULVWLFVWZRSDQHO
HVWLPDWLRQPHWKRGVZKLFKWDNHLQWRDFFRXQWWKHVSHFLÀFQDWXUHRIWKHFRXQWULHV
are performed.
7KHÀ[HG HIIHFWPRGHO )( OHWV WKH LQWHUFHSW YDU\ IRU HDFK FRXQWU\ E\ DGGLQJ
GXPP\YDULDEOHVWKDWFRQWUROFRXQWU\VSHFLÀFHIIHFWV,QRUGHUWRH[SORUHZKHWKHU
the dummies belong to the model an F test is conducted. The null hypothesis is that 
WKHDGGLWLRQDOFRHIÀFLHQWVHTXDO]HURWKDWLV  is a constant intercept D for all the 
countries  In this case the result of the test is to reject the null hypoth-
esis; hence the FE is more appropriate.25HVXOWVDUHSUHVHQWHGLQWDEOHFROXPQ
,QWKHUDQGRPHIIHFWPRGHO5(GLIIHUHQFHVDFURVVFRXQWULHVDUHFDSWXUHGWKURXJK
a disturbance term , which follows , where  is an unobservable 
WHUPWKDWUHSUHVHQWVWKHLQGLYLGXDOVSHFLÀFHUURUFRPSRQHQWDQG  is the com-
ELQHGWLPHVHULHVDQGFURVVVHFWLRQHUURUFRPSRQHQW7KH5(DVVXPHVWKDW  is not 
correlated to any explanatory variable  in the equation. The Breusch and Pagan 
/DJUDQJH0XOWLSOLHU%3/0WHVWLVGHVLJQHGWRWHVWUDQGRPHIIHFWV7KH
27KHYDOXHRIWKH)WHVWLVLWIDUH[FHHGVWKHFULWLFDOYDOXHVDWFRQYHQWLRQDOOHYHOVRIVLJQLÀFDQFHDQGWKH
ƯYDOXHLVWKHQWKHQXOOK\SRWKHVLVLVUHMHFWHG
Determinants of tax revenue in OECD countries over the period 2001-2011
43Contaduría y Administración 59 (3), julio-septiembre 2014: 35-59
QXOOK\SRWKHVLVLVWKDWWKHLQGLYLGXDOVSHFLÀFRUWLPHVHULHVHUURUYDULDQFHLV]HUR
WKDWLV+
0
:  ,QWKHSUHVHQWDQDO\VLVWKH%3/0WHVWUHMHFWVWKHQXOOK\SRWKHVLV
KHQFHWKH5(LVDSSURSULDWH3 The results are presented in table 2, column 3.
%RWK )( DQG 5( DUHPRUH FRQYHQLHQW WKDQ WKH 2/6 VSHFLÀFDWLRQ ,Q RUGHU WR
FKRRVHEHWZHHQWKH)(DQGWKH5(ZHDSSO\WKH+DXVPDQWHVWIRUVSHFLÀFDWLRQ
(1978). The null hypothesis underlying the test is that the regressors   and the 
XQREVHUYDEOHLQGLYLGXDOVSHFLÀFUDQGRPHUURU DUHXQFRUUHODWHGWKDWLV+
0
: Corr 
. If the test statistic, based on an asymptotic Ƶ2 distribution rejects the 
QXOOWKHQWKHUDQGRPHIIHFWHVWLPDWRUVDUHELDVHGDQGWKHÀ[HGHIIHFWPRGHOLVSUH-
IHUUHG7KHUHVXOWVIURPWKH+DXVPDQWHVWSUHVHQWHGLQWDEOHFROXPQLQGLFDWH
WKDWWKH5(HVWLPDWHVDUHLQFRQVLVWHQWDQGWKH)(ZRXOGEHPRUHDSSURSULDWH4 
%HIRUHDGRSWLQJWKH)(DVWKHÀQDOHVWLPDWLRQLWLVLPSRUWDQWWRFRQGXFWDQDG-
ditional test. It has been already contended that the error term  is assumed to 
satisfy white-noise assumptions, that is zero mean, constant variance V2 and seri-
DOO\XQFRUUHODWHGE\WKHVDPHWRNHQDQ$5DXWRUHJUHVVLYHSURFHVVRIRUGHU
one) test should be available. In the presence of autocorrelation, both V2 and the 
VWDQGDUGHUURUV DUH OLNHO\ WREHXQGHUHVWLPDWHGDQGELDVHGZKLFK OHDGV WRPLV-
OHDGLQJFRQFOXVLRQVDERXW WKHVWDWLVWLFDOVLJQLÀFDQFHRI WKHHVWLPDWHGUHJUHVVLRQ
FRHIÀFLHQWV,QWKLVUHVSHFWDQGLQRUGHUWRWHVWWKHSUHVHQFHRIDXWRFRUUHODWLRQLQ
WKH)(VSHFLÀFDWLRQZHREWDLQWKHPRGLÀHG%KDUJDYDet al. (1982) Durbin-Watson 
VWDWLVWLF02'':DQG%DOWDJL:X/%,VWDWLVWLF%:/%,WKHUHVXOWVDUH
SUHVHQWHGLQFROXPQRIWDEOH%RWKWHVWVVWDWLVWLFVUHMHFWWKHQXOOK\SRWKHVLV+
0
: 
QRÀUVWRUGHUVHULDOFRUUHODWLRQ5            
3:HREWDLQD%3/0WHVWVWDWLVWLFRIZKLFKIDUH[FHHGVWKHRQHSHUFHQWFULWLFDOYDOXHRIWKHƵZLWKRQH
GHJUHHRIIUHHGRPWKHƯYDOXHLV6LQFHWKHQXOOK\SRWKHVLVLVUHMHFWHGLWLVFRQFOXGHGWKDWWKHUH
are individual effects.   
47KHYDOXHRIWKH+DXVPDQWHVWVWDWLVWLFLVDQGWKHƯYDOXHLVKHQFHWKHWHVWUHMHFWVWKHQXOOK\SRWKH-
VLV,QWKLVFDVHWKHNH\DVVXPSWLRQRIWKH5(0´WKHXQREVHUYDEOHLQGLYLGXDOVSHFLÀFHUURULVQRWFRUUHODWHGWR
any explanatory variable” is violated; thus the FE is preferred.   
5A value of both test statistics, close to 2, indicates no autocorrelation, the values can be between 0 and 4. The 
lower and upper bonds for the Bhargava et al. (1982) statistic, considering N = 250 and K = 11 are 1.9255 and 
1.9445; since the test statistic in this case is 0.857 and is located below the lower critical value, then the conclu-
sion is to reject the null. The value of the Baltagi-Wu statistic is 1.128, which is far from 2; hence, in this case, 
the null is rejected as well.  
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Dynamic methods
This econometric approach is relevant to our study for two main reasons. Firstly, 
the incorporation of a lagged dependent variable in the model is essential to explo-
re the effect of past tax revenue values on current values, and in this way, to test if 
the variable can be explained by itself. 
    
Secondly, to deal with autocorrelation, it is necessary to explore the possibility that 
WKHSUREOHPPD\DULVHGXHWRPRGHOPLVVSHFLÀFDWLRQWREHSUHFLVHEHFDXVHRIDQ
omitted lagged dependent variable. 
In this context, equation 1 is extended and transformed into a dynamic panel data 
model (DPDM) by adding a lagged dependent variable as follows:     
                       (2)
+RZHYHUWKHLQFOXVLRQRIDODJJHGGHSHQGHQWYDULDEOHLQWURGXFHVDVRXUFHRISHU-
sistence over time: correlation between the right hand regressor   and the error 
term  Furthermore, DPDMs are characterised by individual effects  caused by 
heterogeneity among the individuals.6 As a consequence, it is necessary to adopt 
different estimations and testing procedures for model 2. 
The generalised method of moments (GMM) estimation
In order to estimate equation 2, we use the GMM, for DPDMs, initially proposed 
by Arellano and Bond (1991) and Arellano and Bover (1995). Firstly, the estima-
tion method eliminates country-effects  by expressing the dynamic equation in 
ÀUVWGLIIHUHQFHVDVIROORZV
                     
(3)
6For an elaboration in this point see Baltagi (2001).
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On the basis of the following standard moment conditions:
              for t = 3,…,N and s
that is, lagged  levels of DUHXQFRUUHODWHGZLWKWKHHUURUWHUPLQÀUVWGLI-
ference, the method uses lagged endogenous variables as instruments to control 
IRUOLNHO\HQGRJHQHLW\RIWKHODJJHGGHSHQGHQWYDULDEOHUHÁHFWHGLQWKHFRUUHODWLRQ
between this variable and the error term in the transformed equation. The GMM 
HVWLPDWLRQREWDLQHGLVNQRZQDVWKHGLIIHUHQFHHVWLPDWRUDQGWKHUHVXOWVDUHUHSRUW-
ed in column 4 of table 2. 
%OXQGHOODQG%RQGFRQWHQGHGWKDWWKH*00HVWLPDWRUREWDLQHGDIWHUÀUVW
GLIIHUHQFLQJKDVEHHQIRXQGWRKDYHODUJHÀQLWHVDPSOHELDVDQGSRRUSUHFLVLRQ
7KH\DWWULEXWHWKHOLPLWDWLRQVRIWKHHVWLPDWRUWRWKHSUREOHPRIZHDNLQVWUXPHQWV
DVWKH\DVVHUWWKDWODJJHGOHYHOVRIWKHVHULHVSURYLGHZHDNLQVWUXPHQWVIRUWKHÀUVW
difference. 
6RDVWRLPSURYHWKHSURSHUWLHVRIWKHVWDQGDUGÀUVWGLIIHUHQFHG*00HVWLPDWRU
WKH\MXVWLÀHGWKHXVHRIDQH[WHQGHG*00HVWLPDWRURQWKHEDVLVRIWKHIROORZLQJ
moment condition:            
               
that is, there is no correlation between lagged differences of  and the 
FRXQWU\VSHFLÀFHIIHFWV7KHPHWKRGWKHUHIRUHXVHVODJJHGGLIIHUHQFHVRIY
it
 as in-
struments for equations in levels, in addition to lagged levels of Y
it
 as instruments 
IRUWKHHTXDWLRQLQÀUVWGLIIHUHQFHV7KHH[WHQGHGPHWKRGLVNQRZQDVWKHV\VWHP
GMM estimation (sys-GMM). It encompasses a regression equation in both dif-
IHUHQFHVDQGOHYHOVHDFKRQHZLWKLWVVSHFLÀFVHWRILQVWUXPHQWDOYDULDEOHV7KH
V\V*00HVWLPDWLRQQRWRQO\ LPSURYHVSUHFLVLRQEXWDOVR UHGXFHÀQLWH VDPSOH
ELDV5HVXOWVDUHUHSRUWHGLQFROXPQRIWDEOH
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7DEOH
'HWHUPLQDQWVRIWD[UHYHQXHLQ2(&'FRXQWULHV
6RXUFH2ZQ FRPSXWDWLRQZLWK LQIRUPDWLRQ IURP:RUOG%DQN 2(&'  DQG )UHHGRP+RXVH
(2013).
Notes: Dependent variable is TAXREV, UYDOXHVLQSDUHQWKHVLVVLJQLÀFDQWDWSHUFHQWVLJQLÀFDQWDW
per cent, VLJQLÀFDQWDWSHUFHQW
9DULDEOHV 2/63RROHG

)L[HG(IIHFW

Random 
(IIHFW
*00 GMM 
V\VWHP
7$;5(9
t-1
0.510 * 0.785 *
(0.000) (0.000)
GDPpc 1.25E-04 ** 9.45E-05 1.63E-04 ** 2.11E-04 * 8.95E-05 **
(0.013) (0.357) (0.036) (0.000) (0.011)
75$*'3 0.023 ** -0.020 -0.015 -0.031 * -0.008
(0.036) (0.086) (0.130) (0.000) (0.286)
)',*)&) 0.005 -0.004 -0.004 -0.007 * -0.008 *
(0.712) (0.131) (0.117) (0.000) (0.000)
$*5*'3 -0.006 -0.582 * -0.547 * -0.036 -0.316 *
(0.981) (0.008) (0.008) (0.841) (0.000)
,1'*'3 -0.229 * 0.238 * 0.200 * 0.168 * 0.160 *
(0.002) (0.000) (0.000) (0.000) (0.000)
&,9/,% -0.416 0.450 0.63 -0.443 -0.722
(0.677) (0.106) (0.099) (0.320) (0.076)
32/5,* 1.849 -0.922 -1.155 ** -0.783 -0.612
(0.303) (0.123) (0.053) (0.083) (0.271)
6&+7(5 0.022 -0.035 -0.033 0.002 0.000
(0.474) (0.078) (0.083) (0.883) (0.981)
/,)((;3 -0.622 ** -0.039 -0.214 -0.404 -0.400 *
(0.018) (0.849) (0.264) (0.066) (0.000)
,1)025 -1.217 * 0.019 -0.064 -0.291 -0.018
(0.000) (0.848) (0.514) (0.408) (0.933)
Constant 89.397 * 35.097 ** 48.552 * 45.225 ** 35.694
(0.000) (0.029) (0.001) (0.014) (0.000)
Tests
F (0.000) *
%3/0 (0.000) *
+DXVPDQ (0.000) *
MODDW 0.857
%:/%, 1.128
$%$5 (0.020) ** (0.013) **
$%$5 (0.145) (0.275)
Sargan (0.964) (0.986)
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The GMM estimations, both difference and system, assume that the disturbances 
DUHQRWVHULDOO\FRUUHODWHG,IWKLVZHUHWKHFDVHWKHUHVKRXOGEHHYLGHQFHRIÀUVW
order serial correlation in differenced residuals  and no evidence of 
VHFRQGRUGHUVHULDOFRUUHODWLRQLQWKHGLIIHUHQFHGUHVLGXDOV'RRUQLNet al. 2002). It 
is an important assumption because the consistency of the GMM estimator hinges 
upon the fact that  . Accordingly, tests of autocorrelation up to 
RUGHULQWKHÀUVWGLIIHUHQFHGUHVLGXDOVVKRXOGEHDYDLODEOH
7KH WHVWVRIVHULDOFRUUHODWLRQ LQ WKHÀUVWGLIIHUHQFHGUHVLGXDOVDUH LQERWKPRG-
els consistent with the maintained assumption of no serial correlation in . The 
$5WHVWVIDLOWRUHMHFWWKHQXOOK\SRWKHVLVWKDWWKHÀUVWGLIIHUHQFHGUHVLGXDOHUURU
WHUPLVQRWVHFRQGRUGHUVHULDOO\FRUUHODWHGZKHUHDVE\FRQVWUXFWLRQWKH$5
WHVWVUHMHFWWKHQXOODWSHUFHQWOHYHORIVLJQLÀFDQFHLQERWKPRGHOVWKDWWKHSUR-
FHVVGRHVQRWH[KLELWÀUVWRUGHUVHULDOFRUUHODWLRQ7KHUHVXOWVIRUWKHGLIIHUHQFHDQG
system models are reported in columns 4 and 5 of table 2 respectively.7  
   
In order to assess the validity of the instruments, a Sargan test of overidentifying 
restrictions, proposed by Arellano and Bond (1991) is also performed. Under the 
null hypothesis that the instruments are not correlated with the error process, the 
Sargan Tests is asymptotically distributed as a chi-square with as many degrees of 
freedom as overidentifying restrictions. In both models the test is unable to reject 
WKHYDOLGLW\RIWKHLQVWUXPHQWV7KHUHVXOWIRUWKHGLIIHUHQFHDQGV\VWHPVSHFLÀFD-
tions are reported in columns 4 and 5 respectively.7  
      
Moreover, we split the overall sample in two subsamples, middle income and high 
income countries; the former contains 11 countries and the latter 23. The criterion 
WR VHSDUDWH WKH VDPSOH LV WKURXJK WKH:RUOG%DQN LQFRPHFODVVLÀFDWLRQ 
which divides the economies according to the 2012 GNI per capita, using the Atlas 
method. With this exercise, it is possible to obtain more homogenous samples, and 
it also allows observing if the determinants of tax revenue can vary between the 
WZRLQFRPHJURXSV7KHV\V*00VSHFLÀFDWLRQLVDSSOLHGXVLQJWKHWZRVXEVDP-
SOHV%RWKUHJUHVVLRQVVDWLVI\WKHWHVWVRIVHULDOFRUUHODWLRQLQWKHÀUVWGLIIHUHQFHG
residuals and the Sargan test of overidentifying restrictions. The results are presen-
ted in table 3.     
77KHVWDWLVWLFVRIWKH6DUJDQWHVW LQERWKWKHGLIIHUHQFHDQGV\VWHP*00VSHFLÀFDWLRQDUHDQG
UHVSHFWLYHO\ERWKÀJXUHVGRQRWH[FHHGVWKHFULWLFDOYDOXHVRIWKHWHVWIRUDQGRYHULGHQWLI\LQJUHVWULFWLRQV
thus, test is unable to reject the null.     
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7DEOH
7KHV\V*00VSHFLÀFDWLRQIRUPLGGOHDQGKLJKLQFRPHFRXQWULHV
6RXUFH2ZQFRPSXWDWLRQZLWKLQIRUPDWLRQIURP:RUOG%DQN2(&'DQG)UHHGRP+RXVH
(2013).
Notes: Dependent variable is TAXREV, UYDOXHVLQSDUHQWKHVLVVLJQLÀFDQWDWSHUFHQWVLJQLÀFDQWDWSHU
cent, VLJQLÀFDQWDWSHUFHQW
,QWKHIROORZLQJVHFWLRQZHFRPPHQWRQWKHRXWFRPHIURPWKHV\V*00VSHFLÀ-
cations.
 
9DULDEOHV V\V*00
PLGGOHLQFRPH
V\V*00
KLJKLQFRPH
7$;5(9
t-1
0.562 * 0.936 *
(0.000) (0.000)
GDPpc -5.65E-05 -4.42E-06
(0.848) (0.961)
75$*'3 0.005 0.009
(0.768) (0.541)
)',*)&) -0.005 -0.010
(0.776) (0.000) *
$*5*'3 0.610 -0.429
(0.137) (0.232)
,1'*'3 -0.013 0.105
(0.907) (0.072)
&,9/,% -1.843 -1.344
(0.078) (0.094)
32/5,* -0.219 -5.506
(0.667) (0.294)
6&+7(5 -0.021 0.023
(0.559) (0.451)
/,)((;3 -0.454 -0.569 **
(0.086) (0.023)
,1)025 -0.346 ** 0.506
(0.036) (0.444)
Constant 44.561 46.621
(0.099) (0.075)
Tests
$%$5 (0.067) (0.079)
$%$5 (0.174) (0.113)
Sargan (0.823) (0.890)
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(VWLPDWLRQUHVXOWVDQGWKHWD[JDS
Overall sample
,QWKHFDVHRIWKHHFRQRPLFIDFWRUVWKHFRHIÀFLHQWRQ*'3SHUFDSLWDKDVDSRVLWLYH
VLJQDQGLWLVVWDWLVWLFDOO\VLJQLÀFDQWDWWKHSHUFHQWOHYHOWKDWLVWRVD\WKHGHYH-
lopment of the economy increase tax revenue. Trade volume is not statistically sig-
QLÀFDQWLQRWKHUZRUGVLWVHIIHFWLVXQGHWHUPLQHGRUFDQKDYHRSSRVLWHHIIHFWVDV
suggested before. A plausible explanation of this is that OECD economies, on the 
one hand, are open economies and have reduced import taxes gradually and, on the 
other hand, the expansion of exports increase the performance of the economy and 
HYHQWXDOO\WKHGLUHFWLRQRIWKHHIIHFWLVQRWFOHDU)',UHODWLYHWRJURVVÀ[HGFDSLWDO
formation enters negatively at the 1 per cent level, in the sys-GMM equation. This 
UHVXOWLVLQNHHSLQJZLWKWKHDUJXPHQWWKDWWKHFUHDWLRQRIJRYHUQPHQWLQFHQWLYHV
to attract foreign investment reduces the potential to collect taxes.
The productive specialisation factors, the share of agriculture and industry in the 
economy, have negative and positive sign respectively, and both are statistically 
VLJQLÀFDQWDWWKHSHUFHQWOHYHO,QWKLVVHQVHLWLVFRQÀUPHGWKDWPRUHLQGXVWULD-
lised countries increase their potential to collect taxes, while the agricultural sector 
has less possibilities to collect them.8       
Both institutional variables, civil liberties and political rights, have negative sign 
RUSRVLWLYHHIIHFWEXWRQO\WKHIRUPHULVVWDWLVWLFDOO\VLJQLÀFDQWDWWKHSHUFHQW
level. The results suggest that a democratic system is not a robust determinant of 
tax revenue, but the social and economic stability, associated with civil liberties, 
can have a more robust effect on tax collection.  
 
Two of the social variables, child mortality rates and the proxy of education are not 
VWDWLVWLFDOO\VLJQLÀFDQW7KHRWKHUVRFLDOYDULDEOH OLIHH[SHFWDQF\ LVVWDWLVWLFDOO\
VLJQLÀFDQWDQGVKRZVDQHJDWLYHUHODWLRQVKLSZLWKWKHGHSHQGHQWYDULDEOHWKLVRXW-
come is consistent with the argument that higher average age represents a higher 
proportion of retired people. As two of the social variables are not statistically 
8Since the two variables, the agriculture value added as a percentage of GDP and the industry value added as a 
SHUFHQWDJHRI*'3DUHOLNHO\WREHFRUUHODWHGZHREWDLQHGWKHFRUUHODWLRQPDWUL[DQGIRXQGWKDWWKHFRUUHODWLRQ
between the two variables is low (0.170); hence we include both variables in the model because they are not 
collinear. 
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VLJQLÀFDQWLWFDQEHFRQWHQGHGWKDWWKHVRFLDOIDFWRUVDUHQRWUREXVWGHWHUPLQDQWV
of tax revenue. It has been argued previously that social factors can also be inter-
preted as level of development. In this respect, there are other proxies of develop-
ment that can be better determinants of tax revenue, GDP per capita for instance, 
and therefore, the incorporation of robust development proxies in the model can 
ZHDNHQWKHHIIHFWRIVRFLDOIDFWRUV9
Previous research has shown that the mix of education subsidies and progressive 
tax income, in a way that maximises social welfare, leads to an endogenous pro-
cess in which further educational attainment fosters economic growth and tax re-
YHQXH.UXHJHUDQG/XGZLJ*RPPHVKRZHGWKDWKLJKHUWD[HVWHQG
WRUHWDUGJURZWKDQGUHGXFHZHOIDUHEXWZKHQXVHGWRÀQDQFHHGXFDWLRQDOH[SHQ-
diture, taxes promote human capital accumulation and so growth which is tax and 
welfare-enhancing. In this respect the empirical evidence in the relevant literature 
suggest a bidirectional effect between education and tax revenue. In order to test 
the direction of the effect in our variables, we conducted granger causality tests 
DQGFRQÀUPHGDELGLUHFWLRQDOHIIHFWEHWZHHQWD[UHYHQXHDQGWKHSUR[\RIHGXFD-
WLRQ+HQFHERWKYDULDEOHVIROORZDQHQGRJHQRXVSURFHVVEXWWKHHIIHFWRIHGXFD-
tion on tax revenue can be transmitted through economic growth, as documented in 
SUHYLRXVZRUN7KLVLVDQH[SODQDWLRQZK\WKHFRHIÀFLHQWRIWKHHGXFDWLRQSUR[\LV
OHVVVLJQLÀFDQWZKHQWKHYDULDEOHRQHFRQRPLFJURZWKLVLQWURGXFHGLQWKHPRGHO
7KHFRHIÀFLHQWRQWKHODJJHGGHSHQGHQWYDULDEOHLVSRVLWLYHDQGVWDWLVWLFDOO\VLJQL-
ÀFDQWDWWKHSHUFHQWOHYHODQGLWLVFRQVLVWHQWZLWK.H\QHVLDQWKHRU\7KLVÀQGLQJ
shows that previous values of tax revenue determine present values. This is an 
endogenous process that can create a virtuoso circle in the economy when coun-
WULHVJUDGXDOO\LQFUHDVHWD[UHYHQXHRULQFRQWUDVWFDQNHHSWKHHFRQRP\ZLWKORZ
economic growth rates when countries do not improve tax collection.       
9:HDOVRFRQGXFWHGWKHV\V*00VSHFLÀFDWLRQGURSSLQJWKH*'3SHUFDSLWDYDULDEOHDQGIRXQGWKDWYDULDEOHV
such as political rights and the proxy of education, gross tertiary school enrolment, become statistically signi-
ÀFDQWZLWKWKHH[SHFWHGVLJQ:HVHOHFWWKHVSHFLÀFDWLRQZLWKWKH*'3SHUFDSLWDWRUHSRUWUHVXOWVDQGGHULYH
FRPPHQWVEHFDXVHWKH:DOGFKLWHVWVKRZVDODUJHUVWDWLVWLFWKDQWKHVSHFLÀFDWLRQZLWKRXWWKH*'3SHUFDSLWD
7KLVWHVWDSSUR[LPDWHO\IROORZVDQ)GLVWULEXWLRQE\WKHVDPHWRNHQODUJHUYDOXHVRIWKHWHVWFRUUHVSRQGWRPRUH
DSSURSULDWHVSHFLÀFDWLRQV
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Subsamples
7KHFRHIÀFLHQWRIWKHODJJHGGHSHQGHQWYDULDEOHUHPDLQVSRVLWLYHDQGVWDWLVWLFDOO\
VLJQLÀFDQWLQWKHWZRVXEVDPSOHVZKDWLWLVZRUWKQRWLQJLVWKDWWKHFRHIÀFLHQWLV
smaller in the middle income countries (0.562) than in the high income countries 
(0.936), in average. In this respect, variations in the tax revenue in a previous pe-
riod, are translated almost in a proportion of one to one in the current period, in 
high income countries; whereas the effect from one period to another, in middle 
income countries, is translated in a proportion slightly higher than 50 per cent. This 
result illustrates that tax revenue in high income countries depends mainly on its 
lagged values, while the tax collection level in middle income countries depends 
substantially on changes in the determinant variables, because the effect of past tax 
UHYHQXHGHFD\VRYHUWLPH,QRWKHUZRUGVWKHDGMXVWPHQWFRHIÀFLHQWƢ in mi-
ddle income countries is larger and therefore, these countries are more vulnerable 
to the effect of the determinant variables, since their tax revenue as a proportion of 
GDP adjusts faster to the long term level, or it changes faster, compared to those 
countries with higher income level.  
             
Although the regressions with the subsamples satisfy the tests already described, 
WKH\DUHH[SHFWHGWRKDYHOHVVVLJQLÀFDQWFRHIÀFLHQWVVLQFHWKH\XVHOHVVREVHU-
vations than the aggregated regression. In this sense, the variables that enter sta-
WLVWLFDOO\ VLJQLÀFDQW LQ WKH VXEVDPSOHHTXDWLRQVFDQEHGHHPHG WKHPRVW UREXVW
determinants. In the case of middle income countries, institutional factors (civil 
liberties) and social factors (life expectancy) are the most robust determinants. As 
for high income countries, economic factors (foreign direct investment relative to 
JURVVÀ[HGFDSLWDOIRUPDWLRQSURGXFWLYHVSHFLDOLVDWLRQIDFWRUVLQGXVWU\YDOXHDG-
ded as a percentage of GDP), institutional factors (civil liberties) and social factors 
(life expectancy) are the most robust determinants. 
,QDQ\FDVHWKHVLQJRIWKHVLJQLÀFDQWFRHIÀFLHQWVGRHVQRWFKDQJHFRPSDUHGWRWKH
aggregated regression. This outcome validates the results from the overall sample 
and is more evidence that the variables are robust.
 
Tax capacity, tax gap and tax effort
7KHIROORZLQJDUHVRPHGHÀQLWLRQVWKDWDUHXVHIXOWRXQGHUVWDQGWKHGLVFXVVLRQLQ
this section. While tax revenue is the amount of income collected by a government 
through taxation as a percentage of GDP, tax capacity represents the maximum tax 
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revenue that could be collected in a country, given its economic, social, institutio-
nal and structural characteristics. Tax gap is the difference between tax capacity 
and the actual tax revenue. Tax effort is the ratio between actual tax revenue and 
tax capacity. 
,QRUGHUWRFDOFXODWHWKHWD[FDSDFLW\ZHWDNHWKHFRHIÀFLHQWVREWDLQHGWKURXJKWKH
aggregated sys-GMM equation, and substitute the most recent values of the expla-
QDWRU\YDULDEOHVIRUHYHU\FRXQWU\7KLVSURFHVVLVXVXDOO\NQRZQLQWKHUHOHYDQW
OLWHUDWXUHDVWKHVWRFKDVWLFDSSURDFK0DUWtQ0D\RUDODQG8ULEHDQGDSSOLHV
OLQHDUUHJUHVVLRQPRGHOVWRHVWLPDWHWKHFRHIÀFLHQWV
A country with negative tax gap and tax effort lower than one, collects less than its 
capacity or potential (Piancastelli, 2001), in this case given by the characteristics 
outlined earlier. If the country wants to reach its tax capacity it needs to change 
tax regulations or taxation procedures. On the other hand, if the country wants to 
increase tax capacity it needs to go through a more complex process that involves 
structural, economic, social and institutional adjustments.
A negative tax gap or a tax effort less than one can occur mainly for two reasons: 
WKHÀUVWLVWKDWWKHWD[FROOHFWLRQV\VWHPVRUWKHWD[DWLRQSURFHGXUHVRIWKHFRUUHV-
SRQGLQJFRXQWU\DUHQRWHIÀFLHQW7KHVHFRQGLVEHFDXVHWKHFRXQWU\VHWVUHODWLYHO\
low tax rates or tax burden and chooses to provide a low level of public goods and 
services, in other words, to have a relatively small government. In this study, low 
WD[HIIRUWRUQHJDWLYHWD[JDSVLPSO\PHDQWKDWWKHFRXQWU\GRHVQRWWDNHDGYDQWDJH
RIWKHIXOOWD[FDSDFLW\DQGZHGRQRWDUJXHZKLFKRIWKHWZRUHDVRQVLQHIÀFLHQW
tax system or small government, is more convincing. 
    
Table 4 in column 2 presents the estimated tax capacity and column 3 shows the 
computation of the tax gap in descending order. Countries with the largest tax gap 
DUHPDLQO\IURPWKH:HVWHUQ(XURSH5HJLRQ,FHODQG%HOJLXP)UDQFHDQG,WDO\
,W LV LQWHUHVWLQJ WRQRWH WKDW FRXQWULHV OLNH%HOJLXP)UDQFH ,WDO\ DQG'HQPDUN
have already high-tax-capacity, above 39 per cent, and even so their tax revenue 
is at least 2.2 points above it, which suggests that these countries have either large 
JRYHUQPHQWVRUHIÀFLHQWWD[FROOHFWLRQV\VWHPV
7KHUHLVDQRWKHUJURXSRIFRXQWULHVOLNH*UHHFH7XUNH\,VUDHODQG6SDLQWKDWKDYH
middle-tax-capacity, between 22 and 30, and a substantial tax gap, above 2.1. In 
this case the results suggest that these countries partially compensate the taxes that 
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FDQQRWFROOHFWGXHWRWKHLUVSHFLÀFFKDUDFWHULVWLFVZLWKHIÀFLHQWWD[FROOHFWLRQV\V-
tems or, alternative suggest that the countries have large governments in relation 
to their tax capacity. 
2QWKHRWKHUKDQG.RUHD&DQDGD6ORYDN5HSXEOLFDQGWKH86DUHWKHFRXQWULHV
with the lowest tax gaps. In this case, although they have middle-tax-capacity, be-
WZHHQDQGWKH\GRQRWVHHPWRKDYHHIÀFLHQWWD[DWLRQV\VWHPVRUDKHDYLHU
WD[EXUGHQ WKDWDOORZ WKHPWRSDUWLDOO\FRPSHQVDWH WKH WD[HV WKDW WKHLU VSHFLÀF
characteristics do not allow them to collect. Another explanation for the negative 
gap is that these countries may have chosen to have small governments and to give 
DPD\RUUROHWRWKHRSHUDWLRQRIPDUNHWV
,WVKRXOGEHDGGHGWKDWVRPHPLGGOHLQFRPHFRXQWULHVOLNH&KLOHDQG0H[LFRKDYH
low-tax-capacity, below 21.3, and negative tax gaps. In this case, these countries 
need to adjust economic, social, structural and institutional factors if they want to 
increase tax capacity. Moreover, they also need to change tax regulations and tax 
collections systems, by increasing the tax burden, if they want to improve the tax 
gap.               
We also compute the tax gap over the period 2002 – 2010, across all the countries; 
the exercise is extended to these years because they contain most of the observa-
tions for every variable and thus, the calculation can be more accurate. This exer-
cise is aimed at exploring whether the tax gap changes drastically over the years 
RUUHPDLQVVWDEOH$FFRUGLQJWRWKHUHVXOWVRXWRIFRXQWULHVNHHSWKHWD[JDS
with the same sign and 90.07 per cent of the observations do not change sign over 
the analysed period. The countries that present variation in the tax gap sign have 
the following characteristics: i) Gradual changes from positive to negative signs 
with the turning point in 2009, the year of the global economic crises, as is the case 
of Spain, Iceland and Slovenia. ii) Slight oscillations around cero, for instance Po-
ODQGDQG/X[HPEXUJLLL2QO\FKDQJHVLQWKHVLJQLQRQH\HDURYHUWKHSHULRGDV
is the case in most of this group of countries. Consequently, the countries tend to 
NHHSWKHVDPHVLQJLQWKHWD[JDSDQGLQWKHFDVHRIYDULDWLRQVWKH\DUHWKHUHVXOW
of trends, slight oscillations or sporadic variations, but they are not outliers. This 
result suggests that the estimation of the tax gap is stable and robust and does not 
present inexplicable or drastic variations.
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7DEOH
7D[JDSLQ2(&'FRXQWULHV
6RXUFH2ZQFRPSXWDWLRQZLWKLQIRUPDWLRQIURP:RUOG%DQN2(&'DQG)UHHGRP
+RXVH
&RXQWU\ Rank 7D[UHYHQXH 7D[FDSDFLW\ 7D[JDS
Iceland 1 35.22 31.09 4.12
Belgium 2 43.51 39.96 3.54
France 3 42.86 39.32 3.54
Italy 4 42.92 39.41 3.51
Greece 5 30.88 27.72 3.15
7XUNH\ 6 25.72 22.65 3.07
Israel 7 32.43 29.50 2.92
/X[HPEXUJ 8 37.13 34.51 2.62
'HQPDUN 9 47.60 45.38 2.22
Spain 10 32.26 30.13 2.12
Netherlands 11 38.74 36.80 1.93
New Zealand 12 31.53 29.96 1.57
Slovenia 13 37.49 36.01 1.48
Sweden 14 45.52 44.29 1.22
Portugal 15 31.26 30.04 1.22
Finland 16 42.49 41.62 0.87
United Kingdom 17 34.86 34.14 0.72
Austria 18 42.01 41.30 0.72
&]HFK5HSXEOLF 19 34.18 34.62 -0.44
Estonia 20 34.17 34.66 -0.49
Mexico 21 18.85 19.42 -0.57
Australia 22 25.63 26.23 -0.60
Poland 23 31.71 32.48 -0.77
+XQJDU\ 24 37.91 38.76 -0.85
Norway 25 42.90 44.23 -1.33
-DSDQ 26 27.63 29.00 -1.37
Germany 27 36.05 37.43 -1.38
Ireland 28 27.64 29.10 -1.46
Switzerland 29 28.05 29.60 -1.54
Chile 30 19.64 21.31 -1.67
Korea 31 25.06 27.39 -2.33
Canada 32 31.03 33.52 -2.49
6ORYDN5HSXEOLF 33 28.33 30.83 -2.49
United Sates 34 24.85 27.93 -3.08
Average 33.77 33.25 0.52
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&RQFOXVLRQV
According to this study, a country with high GDP per capita, low share of FDI in 
relation to GFCF, a robust industrial sector and the protection of civil liberties, is 
a country with more possibilities to have high tax revenue. In addition, the use of 
a dynamic econometric model reveals that the past value of the lagged dependent 
variable is a strong determinant of the current tax revenue, as it enters positively 
DQGVWDWLVWLFDOO\VLJQLÀFDQWLQWKHHTXDWLRQ
Tax revenue in middle-income-countries depends less on its lagged values than 
in high-income countries, which indicates that the roll of economic, institutional, 
social and structural factors is more important to determine current values of tax 
revenue in the middle-income economies.  
$FFRUGLQJ WR WKHPDJQLWXGH RI WKH ODJJHG GHSHQGHQW YDULDEOH FRHIÀFLHQWVPL-
ddle-income countries need to improve the analysed factors permanently if they 
ZDQWDWOHVVWRNHHSWKHLUWD[UHYHQXHOHYHOVLQFHWKHODJHIIHFWGHFUHDVHVIDVWHU
over time. On the other hand, high-income countries, in general, can manage to 
NHHSWKHWD[LQFRPHOHYHOEDVLFDOO\ZLWKWKHHIIHFWRISDVWYDOXHVZLWKRXWFRQGXF-
ting substantial transformations of the determinants.
The implication is that in middle-income countries, structural reforms are more 
relevant to improve tax collection, besides the fact that the dependent variable is 
more vulnerable to variations of the explanatory variables.  
6RPHRIWKHVWDWLVWLFDOO\VLJQLÀFDQWFRHIÀFLHQWVRIWKHH[SODQDWRU\YDULDEOHVLQWKH
RYHUDOOVDPSOHWHQGWRUHGXFHWKHLUOHYHORIVLJQLÀFDQFHLQWKHUHJUHVVLRQVFRQGXF-
WHGZLWKWKHVXEVDPSOHVEXWWKH\NHHSWKHVLJQZKLFKVXJJHVWVWKDWWKHGLUHFWLRQ
of the effect is robust.       
The tax gap across countries tends to remain stable over time, which suggests that 
the characteristics of the taxation systems of the economies included in the sample 
have not changed drastically along the period. In addition, the tax gap does not 
seem to follow a pattern in relation to the income level of the countries and hence, 
WKLVYDULDEOHFDQGHSHQGRQGLIIHUHQWIDFWRUVOLNHWD[FROOHFWLRQHIÀFLHQF\RUWD[
regime. 
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